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MUTUAL  MORTGAGE  INSURANCE 
Servicing  Requirements 

Notice  is  hereby  given  that  the  Secre¬ 
tary  of  Housing  and  Urban  Development 
proposes  to  amend  the  regulations  ap¬ 
pearing  in  Part  203  of  Chapter  n  of  24 
CFH  concerning  Mutual  Mortgage  In¬ 
surance  and  Insured  Home  Improvement 
Loans  to  update  these  regulations  and 
Include  therein  certain  mortgage  servic¬ 
ing  requirements.  With  minor  exceptions 
all  of  these  proiiosed  changes  reflect 
existing  requirements  developed  over 
the  course  of  years  which  heretofore 
have  been  set  forth  in  HUD  notices  and 
handbooks  without  any  corresponding 
revision  of  the  prog^ram  regulations. 
These  proposed  amendments  would  up¬ 
date  some  provisions  of  the  regulations 
and  establiki  a  new  Subpart  C  devoted 
to  mortgage  servicing  concerns. 

The  niunbering  of  the  following  dis¬ 
cussion  of  the  changes  made  by  the  pro¬ 
posed  amendments  corresponds  to  the 
paragraphs  of  the  proposed  amendments. 

1.  The  table  of  sections  for  Part  203 
of  CSiapter  n  of  24  CFR  is  modifled  to 
reflect  certain  changes  in  Subparts  A 
and  B  and  list  the  contents  of  the  Sub¬ 
part  C  on  mortgage  servicing. 

2.  Section  203.7  is  amended  to  add  as 
an  additicmal  basis  for  the  withdrawal  of 
mortgagee  approval  the  breach  of  duties 
imposed  by  or  Uie  violation  of  prohibi¬ 
tions  contained  in  any  section  of  Psu’t 
203.  This  clariflcation  of  the  existing  rule 
is  pn^osed  in  order  to  make  mortgagees 
more  clearly  aware  of  the  conduct  ex¬ 
pected  of  them  and  the  availability  of  the 
sanction  of  withdrawal  of  mortgagee  ap¬ 
proval  to  deal  with  those  whose  conduct 
does  not  measure  up  to  appropriate 
standards.  It  is  proposed  to  make  this 
clariflcation  effective  thirty  days  follow¬ 
ing  publicaticm  of  the  flnal  rule. 

3.  The  substance  of  §  203.9  on  mort¬ 
gage  servicing  will  be  treated  in  Sub¬ 
part  C.  See  8§  203.500(b),  203.502  and 
203.604(a),  for  the  disposition  of  the 
substance  of  §  203.9.  A  new  §  203.9  deal¬ 
ing  writh  approval  requirements  as  to 
staffing  and  facilities  is  derived  in  part 
from  Paragraph  5  of  HUD  Handb(X)k 
4191.1,  “Administration  of  Insured 
Home  Mortgagees,”  hereinafter  “Hand¬ 
book”. 

4.  Section  203.23  dealing  with  the 
monthly  charges  to  be  paid  by  the  mort¬ 
gagor  would  be  amended  to  protect 
against  charging  mortgagors  with  the 
premium  for  insurance  which  Is  solely 
for  the  benefit  of  the  mortgagees.  This 
requirement  Is  currently  stated  In  Para¬ 
graph  28  of  HUD  Handbook  4191.1. 

5.  Section  203.25  would  be  amended  to 
increase  the  late  charge  from  two  to  four 
per  cent.  While  a  late  charge  would  not 
be  deductible  from  the  initial  installment 
payment  to  which  it  is  attributable,  su<^ 


a  charge  would  be  collectible  by  deduc¬ 
tion  from  subsequent  payments  as  pro¬ 
vided  in  Section  203.554  of  the  regula¬ 
tions  as  amended.  The  increase  in  the 
amovmt  of  the  late  charge  which  can  be 
provided  for  in  future  mortgages  is  in¬ 
tended  to  cover  the  increased  expenses 
involved  in  collecting  and  handling 
delinquent  payments.  Increased  charges 
wrill  also  encourage  prompt  payment  and 
bring  these  charges  in  line  with  those 
obtaining  in  certain  conventional  an(i 
VA  loans. 

6.  Section  10  of  the  Real  Estate  Settle¬ 
ment  Procedures  Act,  12  U.S.C.  2609, 
now  governs  advance  deposits  in  escrow 
accoimts.  Section  203.26  of  the  regula¬ 
tions  would  be  amended  to  make  that 
Section  consistent  with  RESPA  particu¬ 
larly  as  the  regulation  is  applied  in  juris¬ 
dictions  wrhere  taxes  are  collected  the 
year  following  the  tax  year. 

7.  Subpart  B  of  the  regulations  con¬ 
stitutes  the  Insurance  contract  between 
the  mortgagee  and  HUD.  The  seventh 
amoidment  would  make  a  technical  cor¬ 
rection  consistent  with  this  arrsmge- 
mentof  the  regulations. 

8.  Section  203.261  on  calculation  of 
the  annual  mortgage  insurance  premium 
is  amended  to  add  the  substance  of  the 
last  sentence  of  §  203.345.  The  remaining 
provisions  of  that  Section  are  being 
moved  to  §  203.610  in  Subpaii,  C. 

9.  Section  203.330  would  be  amended 
to  change  its  caption  from  “Definition  of 
default”  to  “Delinquency  and  default” 
and  to  provide  that  a  mortgage  accoimt 
is  delinquent  any  time  a  payment  is  due 
and  not  paid.  See  Paragraph  102a  of  the 
Handb(X)k. 

10.  Section  203.332  would  be  amended 
to  conform  to  the  installation  of  HUD’s 
new  Single  Family  Default  and  mcmitor- 
ing  System.  Hie  ctqition  would  be 
amended  consistent  with  the  delinquency 
reporting  provided  for. 

11.  Section  203.333  on  reinstatement 
of  defaulted  mortgages  would  be  deleted 
from  Subpart  B  as  this  subject  will  be 
dealt  with  in  §  203.608  in  Subpart  C. 

12.  Sections  203.340  and  203.342  on 
conditions  of  special  forebearance  relief 
and  recasting  of  mortgages  would  be  de¬ 
leted  from  Subpart  B  as  the  substance 
thereof  will  be  included  in  §§  203.614  and 
203.616,  in  Subpart  C. 

13.  Section  203.341  would  be  redesig¬ 
nated  as  Section  203.402a  under  the 
heading  of  “Payment  of  Insurance  Bene¬ 
fits”,  a  more  appropriate  location  for  this 
rule.  The  first  sentence  has  been  modi¬ 
fied  to  cross  reference  §  203.614  on  “Con¬ 
ditions  of  Sjiecial  Forbearance”  in  Sub¬ 
part  C. 

14.  A  new  §  203.343  would  be  added 
dealing  with  the  release,  addition  or  sub¬ 
stitution  of  security.  These  regulatory 
materials  are  now  found  in  Paragraphs 
45  and  47  of  the  Handbook. 

15.  Sections  203.345,  203.346  and 

203.350  would  be  deleted  from  Subpart 
B  as  forbearance  relief  for  military  per¬ 
sonnel  would  be  treated  in  8  203.610  in 
Subpart  C.  Section  203.350a  would  be  re- 
nxunbered  203.350  and  modified  to  refer 
to  the  provisions  of  Subpext  C  dealing 
with  assignments  of  mortgages  to  the 
Secretary. 


16.  Section  203.355  on  acquisition  >f 
mortgaged  pr(^rty  would  be  amended 
to  include  requirements  now  found  in 
Paragraphs  141  and  142  of  the  Handbo<^. 

17.  Section  203.375  would  be  reniun- 
bered  203.378  and  a  new  8  203.377  would 
be  added  to  set  forth  the  duty  of  mort¬ 
gagees  to  take  aiH>n>prlate  action  to  in¬ 
spect,  protect  and  preserve  vacant  and 
abandoned  properties.  Compare  Para¬ 
graphs  112  and  145  of  the  Handbo<^. 

18.  A  new  sentence  would  be  added  to 
8  203.375(b),  redesignated  as  203.378(b), 
to  avoid  any  buxmsistency  with  8  203.377 
concerning  the  responsibility  of  mort¬ 
gagees  with  respect  to  damage  to  or  de¬ 
struction  of  security  pr<H>ertie8.  Fiscal 
responsibility  would  apply  prospectively. 

19.  The  section  heading  and  first  sen¬ 
tence  of  8  203.379  on  adjustment  for  fire, 
flood,  earthquake  or  tornado  damage, 
would  be  amended  to  make  this  section 
consistent  with  88  203.377  and  203.378  as 
they  would  be  added  and  amended  re¬ 
spectively. 

20.  Paragraph  (b)(3)  of  8  203.379 
would  be  amended  to  update  its  lan¬ 
guage  and  to  include  requirements  now 
contained  in  Paragraph  29  of  the  Hand¬ 
book. 

21.  The  first  sentence  of  8  203.380  on 
certificate  of  property  condition  would 
be  adjusted  to  require  that  the  mort¬ 
gagee’s  certification  as  to  the  condition 
of  security  property,  when  the  prc^rty 
is  transferred  to  HUD  or  the  mortgage 
is  assigned  to  HUD,  include  the  condi¬ 
tion  of  property  which  was  damaged  due 
to  its  failure  to  exercise  the  precautions 
required  by  8  203.377  on  a  prospective 
basis.  Alternatively  a  copy  of  HUD’s  au¬ 
thorization  to  convey  the  property  in 
damaged  condition  could  be  furnished. 

22.  A  new  paragraph  (o)  would  be 
added  to  8  203.389  on  waived  title  ob¬ 
jections  to  deal  with  outstanding  Fed¬ 
eral  Tax  liens  and  associated  rights  of 
redemption.  Compare  Paragraph  144c  of 
the  Handbook. 

23.  Section  203.402(f)  would  be 
amended  by  adding  a  sentence  making  it 
clear  that  eviction  costs  are  reimburs¬ 
able  in  the  insurance  settlement.  Com- 
pare  Paragraph  145(a)(1)  of  the  Hand¬ 
book.  Paragraph  (g)  would  authorize 
reimbursement  for  reasonable  costs  of 
inspections  required  by  8  203.377. 

24.  Amendment  22  would  add  a  new 
Subpart  C  on  mortgage  servicing  respon¬ 
sibilities  to  Part  203  of  24  CFR.  The  de¬ 
rivation  or  purpose  of  these  Subpart  C 
provisions  is  explained  in  succeeding 
subparagraphs. 

a.  Section  203.500(a)  on  mortgage 
servicing  generally  is  taken  from  the 
first  sentence  of  8  203.9  of  the  current 
regulations  with  the  addition  of  a  refer¬ 
ence  to  the  servicing  requirements  of 
Subpart  C.  Paragraphs  (b),  (c)  ana  (d) 
dealing  with  servicing  staff  and  the  edu¬ 
cation  of  borrowers  or  mortgagors 
reiterate  existing  requirements  found  in 
Paragraphs  5  and  6  of  the  Handbook. 

b.  Section  203.502  sets  forth  existing 
practice  with  respect  to  the  utilization  of 
mortgage  servicers.  This  Section  restates 
requirements  currently  foimd  In  Para¬ 
graphs  3  and  4  of  the  Handbook  and 
in  Mortgagee  Letter  75-10. 
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c.  Section  203.506  dealing  with  as¬ 
sumption  with  or  without  the  release  of 
the  mortgagor  sets  forth  the  mortgagees 
authority  to  release  a  mortgagor  and  re¬ 
lated  notice  requirements.  Compare 
Paragraph  94  of  the  Handbook. 

d.  Section  203.508  concerns  the  obli¬ 
gation  of  an  insured  mortgagee  to  pro¬ 
vide  information.  See  Mortgagee  Letter 
75-10. 

e.  Section  203.510  makes  clear  the 
mortgagee’s  obligation  to  inspect,  pro¬ 
tect  and  preserve  vacant  and  abandoned 
security  property  regardless  of  the  date 
on  which  the  relevant  loans  were  in¬ 
sured. 

f.  Section  203.550  dealing  with  escrow 
accounts  includes  requirements  now 
found  in  Paragraphs  21  through  27  of 
the  Handbook. 

g.  Section  203.552  on  fees  and  charges 
after  endorsement  is  derived  from  Para¬ 
graphs  61-62  and  64-71  of  the  Hand¬ 
book. 

h.  Section  203.554  would  direct  that  a 
mortgagee  not  institute  foreclosure  when 
the  only  default  on  the  part  of  a  mort¬ 
gagor  is  his  failure  to  pay  a  late  charge 
or  charges.  A  late  charge  would  not  be 
deductible  from  the  installment  to  which 
the  late  charge  is  attributable.  However, 
it  could  be  collected  by  deduction  from  a 
subsequent  installment  or  installments 
if  the  mortgagee  gives  notice  as  provided 
therein  that  the  late  charge  is  due  and  if 
this  is  not  inconsistent  with  the  terms 
of  the  mortgage.  • 

i.  Section  203.556  is  derived  primarily 
from  Mortgagee  Letter  75-10  with  re¬ 
spect  to  the  handling  of  partial  pay- 
mentsr  Adjustment  has  been  made  for 
the  deduction  of  late  charges  as  pro¬ 
vided  in  §  203.554  but  with  the  provision 
that  the  mortgagee  not  return  or  ini¬ 
tiate  foreclosure  on  account  of  payments 
which  are  rendered  partial  payments 
solely  because  of  the  deduction  of  late 
charges. 

J.  Section  203.558  includes  instructions 
covering  the  handling  of  partial  prepay¬ 
ments.  See  Paragraph  81  of  the 
Handbook. 

k.  Section  203.600  on  collecting  mort¬ 
gage  accounts  follows  Paragraphs  101 
and  104  of  the  Handbook. 

l.  Section  203.602  Imposes  a  definite 
duty  upon  mortgagees  to  furnish  default¬ 
ing  mortgagors  a  delinquency  notice  as 
a  minimum  notice  requirement.  Compare 
Paragraph  107c  of  the  Handbook  and 
the  revised  form  of  notice  provided  with 
Mortgagee  Letter  75-10. 

m.  Section  203.604,  which  is  taken  pri¬ 
marily  from  Paragraph  107  of  the  Hand¬ 
book  and  Paragraph  4b  of  Mortgagee 
Letter  75-10,  specifies  the  actions  which 
the  mortgagee  must  take  to  contact  the 
delinquent  mortgagor  and*  have  a  face- 
to-face  meeting  with  him  if  possible. 

n.  Section  203.606  on  pre-foreclosure 
review,  which  is  added  for  the  protection 
of  mortgagors,  restates  the  substonce  of 
Mortgagee  Letter  75-10  and  Paragraph 
110  of  the  Handbook. 

o.  Section  203.608  incorporates  require¬ 
ments  of  Mortgagee  Letter  75-10  with 
respect  to  reinstatement. 

p.  Section  203.610  on  relief  for  mort¬ 
gagor  in  military  service  reiterates  the 


substance  of  Section  203.345  and  that 
part  of  §  203.346,  which  would  be  elimi¬ 
nated  from  Subpart  B. 

q.  Section  203.612  entitled  “Forbear¬ 
ance  by  the  mortgagee”  is  derived  in  part 
from  Mortgagee  Letter  75-10  and  Para¬ 
graph  110  of  the  Handbook. 

r.  Section  203.614  on  “Conditions  for 
Special  Forbearance”  is  derived  from 
'§  203.340  which  would  be  deleted  from 
Subpart  B. 

s.  Section  203.616  on  recasting  is  de¬ 
rived  from  §  203.342  now  in  Subpart  B. 

t.  Sections  203.650  through  203.662  are 
taken  from  HUD’s  HM  Mortgagee  Letter 
76-9  dated  May  17,  1976  and  HUD’s  HM 
Notice  76-43  dated  the  same  date.  Sec¬ 
tion  203.650  generally  states  that  the 
Secretary  will  accept  assignments  of 
mortgages  in  order  to  avoid  foreclosure 
under  the  conditions  set  forth  in  suc¬ 
ceeding  sections.  Section  203.652  identi¬ 
fies  Mortgages  which  are  ineligible  for 
such  assignment.  Section  203.654  defines 
the  criteria  which  must  be  met  for  a 
mortgage  to  be  eligible  for  assignment  to 
HUD  imder  this  special  program.  Section 
203.656  specifies  when  the  mortgagor 
must  be  given  notice  by  the  mortgagee 
in  connection  with  the  assignment  pro¬ 
gram.  Section  203:658  outlines  procedures 
for  mortgagor  applications  to  HUD  when 
mortgagees  do  not  request  that  HUD  ac¬ 
cept  assignments  under  this  forbear¬ 
ance  program.  Section  203.660  outlines 
requirements  with  respect  to  scheduling 
a  conference  involving  HUD  and  default¬ 
ing  mortgagors  and  the  availability  of 
records  for  examination.  Ground  rules 
for  the  conference  are  spelled  out  and 
provision  is  made  for  notifying  the  mort¬ 
gagor  of  the  results  of  the  conference. 
Section  203.662  outlines  the  cooperation 
required  of  mortgagees  in  connection 
with  the  implementation  of  the  assign¬ 
ment  program. 

u.  Section  203.700  would  make  Subpart 
C  effective  thirty  days  following  publica¬ 
tion  of  a  final  rule  in  the  Federal  Reg¬ 
ister.  Most  of  the  requirements  of  this 
Subpart  are  already  effective  although 
not  in  rule  form.  While  the  failime  of 
mortgagees  to  observe  the  requirements 
of  Subpart  C  will  not  result  in  denial  of 
their  mortgage  insurance  claims,  it  is 
important  that  proper  mortgage  serv¬ 
icing  standards  be  observed.  Failure  to 
observe  such  standards  can  be  consid¬ 
ered  in  conjunction  with  the  possible 
withdrawal  of  tqiproval  of  mortgagees. 
See  §  203.7  discussed  above. 

Consideration  has  been  given  to  the 
measures  which  can  be  taken  to  enforce 
mortgage  servicing  requirements.  The 
strengthening  of  the  sanction  of  with¬ 
drawal  of  mortgagee  approval  is  the  first 
line  of  approach  to  assuring  mortgagee 
compliance  with  these  regulations.  As 
just  noted,  this  strengthened  sanction 
would  be  applied  almost  immediately. 
The  sanction  of  requiring  repair  or  the 
pro  tanto  denial  of  Insurance  claims  for 
failure  to  inspect,  protect  and  repair  pro¬ 
vided  by  |§  203.277  through  203.279  would 
be  applicable  with  respect  to  properties 
on  which  mortgages  are  Insured  or  com¬ 
mitments  to  insure  are  Issued  aft«r  the 
effective  date  of  these  regulations.  ITils 


specific  sanction  could  not  be  made  ef¬ 
fective  immediately  because  of  Constitu¬ 
tional  constraints.  However,  failure  to 
properly  inspect,  protect  and  repair  va¬ 
cant  and  abandoned  properties  would  be 
a  factor  which  could  be  considered  in 
connection  with  the  possible  withdrawal 
of  mortgagee  approval  on  an  almost  im¬ 
mediate  basis.  These  sanctions  should 
provide  for  substantially  improved  mort¬ 
gage  servicing  performance  by  those 
mortgagees  who  do  not  already  freely 
and  voluntarily  observe  the  standards 
set  forth  in  the  regulations  as  they  would 
be  modified  by  these .  proposed  amend¬ 
ments. 

Interested  persons  may  participate  in 
this  rule  making  by  submitting  written 
data,  views  or  arguments  to  the  Rules 
Docket  Clerk,  Office  of  the  Secretary, 
Room  10141,  Department  of  Housing  and 
Urban  Development,  451  7th  Street,  SW., 
Washington,  D.C.  20410.  Each  person 
submitting  a  comment  should  include 
his  name  and  address  and  refer  to  this 
document  by  the  docket  number  indi¬ 
cated  in  the  heading  and  give  reasons 
for  any  recommendation.  Comments  re¬ 
ceived  by  October  1,  1976,  will  be  con¬ 
sidered  before  final  action  is  taken  on 
this  proposal.  Copies  of  all  written  com¬ 
ments  received  will  be  available  for  ex¬ 
amination  by  interested  persons  in  the 
Office  of  the  Rules  Docket  Clerk  at  the 
address  listed  above.  The  proposal  may 
be  changed  in  the  light  of  the  comments 
received. 

The  Department  has  determined  that 
an  Environmental  Impact  Statement  is 
not  required  wtih  respect  to  this  rule.  A 
copy  of  the  Finding  of  Inapplicability  is 
available  for  inspection  at  the  above 
address. 

It  is  hereby  certified  that  the  eco¬ 
nomic  and  inflationary  impacts  of  this 
proposed  rule  have  been  carefully  eval¬ 
uated  in  accordance  with  OMB  Circular 
A-107. 

Accordingly,  the  Secretary  of  Housing 
and  Urban  Development  proposes  to 
amend  Part  203,  of  Chapter  n  of  24 
CFR  as  follows: 

1.  The  table  of  sections  for  Part  203  of 
Chapter  II  is  amended  in  the  following 
respects: 

(a)  Sections  203.333,  203.340,  203.341, 
203.342,  203.345,  203.346,  203.350a,  and 
203.375,  and  the  centered  caption  pre¬ 
ceding  9  203.345  are  deleted. 

(b)  The  following  sections  are  retitled 
as  shown: 

Sec. 

203.9  staffing  and  facilities. 

203.330  Delinquency  and  default. 

203.332  Notice  Of  delinquency. 

203.360  Assignment  of  defaidted  mortgage. 

203.377  Inspection  and  preservation  of 

prc^ertles. 

203.378  Property  condition. 

203.379  Adjustment  tar  damage  or  neglect. 
203.402a  Reimbursement  for  uncollected 

Interest. 

(c)  A  new  section  203.343  is  added  as 
follows: 

Sec. 

203.343  Partial  release,  addition  or  substi¬ 
tution  of  security. 

2.  Section  203.7  is  amended  by  redesig¬ 
nating  paragraph  (a)  (7)  as  (a)  (8)  add- 
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ing  a  new  paragraph  (a)  (7)  and  para- 
graidi  (  )  to  read  as  follows: 

§  203.7  Withdrawal  of  approvaL 

(a)  •  •  • 

(7)  The  breach  of  duties  imposed  by  or 
the  violation  of  prohibitions  contained  In 
this  Part. 

•  m  •  • 

(c)  Notwithstanding  {  203.249  of  this 
Subpart,  Paragraidi  (a)(7)  of  this  sec¬ 
tion  shall  be  eff^tive  thirty  dasrs  from 
the  publication  of  this  amendment. 

3.  Section  203.9  is  revised  to  read; 

§  203^  Staffing  and  facilities. 

Mortgagees  shall  have  or  arrange  for 
adequate  staff  and  facilities  with  trained 
personnel  competent  in  all  aspects  of 
mortgage  lending  activities,  Including 
underwriting,  servicing  and  field  collec¬ 
tion  activities. 

4.  Section  203.23  is  amended  by  redes¬ 
ignating  paragraph  (b)  as  paragraph  (c) 
and  by  inserting  a  new  paragraph  (b) 
reading  as  follows: 

§  203.23  M<H>tgagor's  payments  to  in- 
dude  other  charges. 

•  •  •  «  « 

(b)  The  mortgagor  shall  not  be  re¬ 

quired  to  pay  premiums  for  fire  or  other 
hazard  insurancee  which  protects  only 
tlm  interests  of  the  mortgagee  or  for  life 
or  disability  income  insurance  or  fees 
charged  for  the  furnishing  of  informa¬ 
tion  necessary  for  payment  of  property 
taxes.  " 

m  •  *  «  * 

5.  Section  203.25  is  revised  to  read: 

§  203.25  Late  charge. 

The  mortgage  may  provide  for  the  col- 
lectitm  by  Uie  mortgagee  of  a  late  charge, 
not  to  exceed  four  per  cent  of  the  amoxmt 
of  each  .payment  more  than  15  days  in 
arrears,  to  cover  the  extra  expoase  in¬ 
volved  In  collecting  and  handling  delin¬ 
quent  payments  and  as  an  Incentive  for 
timely  payment. 

6.  Secticm  203.26  is  revised  to  re^d  as 
follows: 

§  203.26  Mortgagor's  paynieuts  when 
mortgage  is  executed. 

The  mortgagor  must  pay  to  the  mort¬ 
gagee,  up>on  execution  of  the  mortgage, 
a  sum  that,  will  be  sufficl^t  to  pay  the 
ground  rents,  if  any,  the  estimated  taxes, 
special  assessments,  fiood  insurance  pre- 
miiuns,  if  required,  and  fire  and  other 
hazard  Insurance  premiums  for  the  pe¬ 
riod  beginning  on  the  last  date  on  which 
each  such  charge  would  have  been  paid 
under  the  normal  lending  practices  of 
the  lender  and  local  custom  (if  each  such 
date  constitutes  prudent  lending  prac¬ 
tice)  ,  and  ending  on  the  due  date  of  the 
first  full  Installment  payment  \mder  the 
mortgage,  plus  an  amount  sufficient  to 
pay  the  mortgage  insurance  premium 
from  the  date  of  closing  the  loan  to  the 
date  of  the  first  monthly  payment  under 
the  mortgage.  The  mortgagee  may  also 
collect  from  the  mortgagor  a  sum  not  ex¬ 


ceeding  one-sixth  of  the  estimated  total 
amount  of  such  taxes,  special  assess¬ 
ments,  insurance  premlu^  and  other 
charges  to  be  paid  during  the  ensuing 
12  month  period. 

§§  203.251  and  203.257  [Amended] 

7.  Sections  203.251(J)  and  203.257  are 
amended  by  changing  the  words  “part” 
therein  to  read  “Sulmart”. 

8.  Section  203.261  is  amended  to  add 
the  following  sentence  at  the  end  there¬ 
of; 

§  203.261  Calculation  of  MIP. 

•  •  •  A  written  agreement  to  post¬ 
pone  payments  during  the  military  serv¬ 
ice  of  the  mortgagor  (§  203.610)  will  in 
no  way  affect  the  amount  of  the  an¬ 
nual  MIP  which  will  continue  to  be  cal¬ 
culated  in  accordance  with  the  original 
amortization  provisions  of  the  mortgage. 

9.  Section  203.330  is  revised  to  read: 
§  203.330  Delinquency  and  default. 

A  mortgage  accoimt  is  delinquent  any 
time  a  payment  is  due  and  not  paid. 
If  the  mortgagor  falls  to  make  any  pay¬ 
ment,  or  to  perform  any  other  obligation 
under  the  mortgage,  and  such  failure 
continues  for  a  period  ctf  30  days,  the 
mortgage  shall  be  considered  in  default 
for  the  purposes  of  this  Part. 

10.  Section  203.332  is  to  read; 

§  203.332  Notice  of  delinquency. 

Once  each  month  the  mortgagee  shall 
report  or  cause  to  be  r^mrted  all  mort¬ 
gages  insurtd  under  this  part  which  are 
90  or  more  days  delinquent  and  concern¬ 
ing  the  status  of  all  mextgages  which 
were  reported  as  90  or  more  days  delin¬ 
quent  the  previous  mmith.  Such  reports 
shall  be  made  on  a  form  approved  by  the 
Commissioner. 

§  203.333  [Removed] 

11.  Section  203.333  is  hereby  deleted 
from  Subpart  B. 

§§  203.340  and  203.342  [Removed] 

12.  Sections  203.340  and  203.342  and 
the  caption  “Special  Forbearance  Re¬ 
lief”  immediately  preceding  S  203.340  are 
hereby  dieted  from  Subpart  B. 

13.  A  new  S  203.343  is  added  reading  as 
follows: 

§  203.343  Partial  release,  addition  or 
subetitution  of  security. 

(a)  Except  as  provided  in  S  203.389(n), 
a  mortgagee  shall  not  release  the  seemity, 
or  any  part  thereof,  wtihout  the  prior 
consent  of  the  Commissioner. 

(b)  A  mortgagee  may,  with  the  prior 
consent  of  the  Commissioner,  accept  an 
addition  to,  or  substitution  of,  security 
for  the  purpose  of  removing  the  dwelling 
to  a  new  lot  under  the  following  condi¬ 
tions: 

(1)  The  mortgagee  obtain  a  good  and 
valid  first  lien  on  the  property  to  which 
the  dwelling  is  remov^. 

(2)  All  damages  to  the  structure  are 
repaired  without  cost  to  HDD. 

(3)  Tlie  property  to  which  the  dwelling 
is  removed  Is  in  an  area  known  to  be 


reasonably  free  from  natural  hazards  or, 
if  in  a  flood  zone,  the  mortgagor  will  in¬ 
sure  or  reinsure  imder  the  Federal  Flood 
Insurance  Program. 

(c)  A  mortgagee  may,  without  the 
prior  consent  of  the  Commissioner,  ac¬ 
cept  an  addition  to,  or  substitution  of, 
security  for  the  purpose  (A  removing  the 
dwelling  to  a  new  lot  tmder  the  following 
conditions. 

(1)  The  dwelling  has  survived  an 
earthquake  or  other  disaster  with  Uttle 
damage,  but  continued  location  on  the 
property  might  be  hazardous. 

(2)  The  mortgagee  reasonably  believes 
that  the  conditions  stated  in  paragraph 
(b)  of  this  section  exist. 

(3)  Immediately  following  the  emer¬ 
gency  removal  the  mortgagee  notifies  the 
Commissioner  of  the  reasons  for  removal. 

§§  203.345,  203.346,  and  203.350  [Re¬ 
moved] 

14.  §§  203.345,  203.346  and  203.350  and 
the  caption  “Forbearance  Relief  for 
Military  Personnel”  preceding  S  203.345 
are  deleted  from  Subi>art  B. 

15.  Section  203.350a  is  redesignated  as 
§  203.350  and  amended  to  read: 

§  203.350  Assignment  of  defaulted  mort¬ 
gage. 

When  the  assignment  of  a  defaulted 
mortgage  to  the  Commissioner  Is  ac¬ 
complished  pmsuant  to  S  203.650  the 
mortgagee  shall  file  the  assignment  of 
the  mortgage  to  |he  Commissioner  for 
record  within  30  days  of  the  Commis¬ 
sioner’s  written  approval  of  such  assign¬ 
ment. 

16.  Section  203.355  is  revised  to  read: 
§  203.355  Acquisition  of  property. 

The  mortgagee  shall  take  prompt  ac¬ 
tion  to  acquire  the  mortgaged  property 
when  the  mortgagor  has  defaulted  and 
either  cannot  or  will  not  resume  and 
complete  pasmients.  In  any  event,  one 
of  the  following  actions  shall  be  taken 
by  the  mortgagee  within  one  year  from 
tto  date  of  default,  or  within  such  addi¬ 
tional  period  of  time  as  may  be  approved 
by  the  Secretary  or  authorized  by 
SS  203.610  or  203.662(d). 

(a)  The  mortgagee  shall  obtain  a  deed 
in  lieu  of  foreclosure  (see  SS  203.357, 
203.389  and  203.402(f) )  with  title  being 
taken  in  the  name  of  the  mortgagee  or 
the  Secretary: 

(b)  The  mortgagee  shall  commence 
foreclosure;  or 

(c)  If  the  laws  of  the  State  in  which 
the  mortgaged  property  is  situated  do 
not  permit  the  commaicement  of  fore¬ 
closure  within  one  year  from  the  date  of 
default,  the  mortgagee  shall  commence 
foreclosure  within  sixty  days  after  the 
expiration  of  the  time  diiring  which  such 
foreclosure  is  prohibited  by  such  laws. 

17.  Section  203.377  is  added  as  follows : 

§  203.377  Inspection  and  preservation 
of  properties. 

The  mortgagee  shall  arrange  for  the 
periodic  inspection  of  security  pn^ierties 
which  may  be  vacated  or  abandoned,  if 
the  loans  thereon,  which  are  Insured  un- 
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der  this  Part,  are  in  default.  The  mort¬ 
gagee  shall  protect  and  preserve  vacated 
or  abandoned  security  properties  until 
their  conveyance  to  the  Commissioner  If 
such  action  does  not  constitute  an  illegal 
trespass. 

18.  Section  203.375  is  redesignated  as 
§  203.378  and  paragraph  (b)  is  amended 
by  adding  the  following  sentence  at  the 
end  thereof. 

§  203.378  Property  condition. 

*  •  *  •  • 

(b)  *  •  *  However,  the  mortgagee 
shall  be  resctonsible  for  damage  to  or 
destruction  of  security  properties  on 
which  the  loans  Insured  under  this  Part 
are  in  default  and  which  properties  are 
vacated  or  abandoned  if  the  mortgagee 
fails  to  take  action  as  required  by  S  203.- 
377,  as  to  all  mortgages  insured  or  for 
which  commitments  to  insure  are  Issued 
on  and  after  (  ). 

19.  The  section  heading  and  the  in¬ 
troductory  text  of  §  203.379  are  amended 
to  read ; 

§  203.379  AdjuNtmont  for  damage  or 
neglect. 

If  the  security  property  has  been  dam¬ 
aged  by  Are,  flood,  earthquake,  or  tor¬ 
nado,  or  as  to  mortgages  insur^  or  for 
which  commitments  to  insure  are  Issued 
on  or  after  ,  has  suffered 

damage  due  to  failure  of  the  mortgagee 
to  take  action  as  required  by  §  203.377, 
such  damage  shall  be  repaired  prior  to 
conveyance  of  the  property  to  the  Secre¬ 
tary,  except  in  the  following  instances: 
***** 

20.  Paragraph  (b)  (3)  of  §  203.379  is 
amended  to: 

(a)  Insert  the  words  “including  cov¬ 
erage  under  the  PAIR  Plan”  after  the 
words  “competitive  rates”  in  the  last 
sentence,  and 

(b)  Add  the  following  additional  lan¬ 
guage  at  the  end  thereof:  A  “reasonable 
rate”  is  a  rate  not  more  than  25  percent 
In  excess  of  the  rate  or  the  advisory  rate 
filed  or  used  by  the  principal  rating  or¬ 
ganization  doing  business  in  the  State. 
When  hazard  insurance  coverage  has 
been  cancelled  or  renewal  has  been  re¬ 
fused  after  the  mortgage  is  insured,  and 
other  hazard  insurance  coverage  cannot 
be  obtained  in  an  amount  equal  to  the 
unpaid  principal  balance  of  the  loan  but 
Insurance  can  be  obtained  in  a  reduced 
amount  from  a  FAIR  Plan  or  another  in¬ 
surance  carrier,  the  Commissioner  will 
accept  the  reduced  coverage  without  re¬ 
duction  of  mortgage  insurance  benefits,  if 
the  rates  do  not  exceed  the  guidelines 
stated  herein.  If  coverage  in  any  amount 
is  only  available  at  rates  in  excess  of  a 
reasonable  rate  as  defined  herein,  the 
mortgagor  shall  be  given  the  option  of 
purchasing  stich  coverage.  If  coverage  Is 
purchased,  the  amount  of  any  claim  for 
insurance  benefits  under  this  Part  shall 
be  reduced  by  the  amount  of  any  recovery 
of  hazard  insurance  benefits. 

21.  The  first  first  sentence  of  §  203.380 
is  amended  to  read: 


§  203.380  Certificate  of  property  condi¬ 
tion. 

The  mortgagee  shall  either  certify  that 
as  of  the  date  of  the  filing  of  deed  for 
record,  or  assignment  of  the  mortgage  to 
the  Commissioner,  the  property  was  (a) 
undamaged  by  fire,  flood,  earthquake,  or 
tornado,  and  (b)  as  to  mortgages  in¬ 
sured  or  for  which  ccmunitments  to  in¬ 
sure  are  Issued  on  or  after - - 

undamaged,  due  to  failure  of  the  mort¬ 
gagee  to  take  action  as  required  by 
§  203.377,  or  its  claim  shall  be  accompa¬ 
nied  by  a  copy  of  the  Commissioner’s 
authorization  to  convey  the  property  in 
damaged  condition.  •  •  • 

22.  Section  203.389  is  amended  by  add¬ 
ing  a  new  paragraph  (o)  at  the  end 
thereof  as  follows: 

§  203.389  Waived  lille  objections. 
***** 

(o)  Federal  Tax  liens  and  rights  of 
redemption  arising  therefrom  if  the  fol¬ 
lowing  conditions  are  observed.  If  the 
mortgagee  acquires  the  property  by  fore¬ 
closure  the  mortgagee  shall  give  notice 
to  the  Internal  Revenue  Service  (IRS)  of 
the  foreclosure  action.  The  Commissioner 
will  not  object  to  an  outstanding  right 
of  redemption  in  IRS  if  (1)  the  Federal 
tax  lien  was  perfected  subsequent  to  the 
date  of  the  mortgage  lien,  and  (2)  the 
mortgagee  has  bid  an  amount  sufficient 
to  make  the  mortgagee  whole  if  the  prop¬ 
erty  is  in  fact  redeemed  by  the  IRS. 

23.  Section  203.402  is  amended  by  add¬ 
ing  sentences  at  the  end  of  paragraphs 
(f)  and  (g)  to  read  as  follows: 

§  203.402  Items  included  in  payment — 
conveyed  properties. 
***** 

'•(f)  *  *  *  Reasonable  costs  incurred 
in  evicting  occupants  and  the  removing 
of  personal  property  from  acquired  prop¬ 
erties  are  considered  to  be  foreclosure 
costs.  Costs  of  acquiring  the  property 
otherwise  than  by  foreclosure  may  in¬ 
clude  not  to  exceed  $200  paid  to  the 
mortgagors  as  consideration  for  their 
execution  of  a  deed  in  lieu  of  foreclosure. 

(g)  •  *  •  Reasonable  costs  for  per¬ 
forming  the  inspections  required  by 
§  203.377  are  considered  to  be  costs  of 
protecting,  operating  or  preserving  the 
property. 

«  *  *  •  • 

24.  Section  203.341  is  redesignated  as 
§  203.402a  and  the  first  sentence  thereof 
is  amended  to  read: 

§  203.402a  Reimbursement  for  uncol¬ 
lected  interest. 

The  mortgagee  shall  be  entitled  to  re¬ 
ceive  an  allowance  in  the  insurance  set¬ 
tlement  for  unpaid  mortgage  Interest,  if 
the  mortgagor  faUs  to  meet  the  require¬ 
ments  of  a  forbearance  agreement  en¬ 
tered  into  pursuant  to  9  203.614  and  such 
failure  continues  for  a  period  of  60 
days.  •  •  • 

25.  Subpart  C  is  added  to  Part  203  to 
read  as  follows: 


Subpart  C — Servicing  Responsibilitlea 

General  Requirements 

Sec. 

203.500  Mortgage  servicing  generally. 
203.502  Responsibility  for  servicing. 

203.506  Assumption  with  or  without  release 
of  mortgagor. 

203.508  Providing  information. 

203.510  Care  of  properties. 

Payments,  Charges  and  Accounts 

203.550  Escrow  accounts. 

203.552  Fees  and  charges  after  endorsement. 
203.554  Enforcement  of  late  charges. 

203.556  Return  of  partial  payments. 

203.558  Handling  Irregular  prepayments. 

Mortgagee  Action  and  Forbearance 

203.600  Mortgage  collection  action. 

203.602  Delinquency  notice  to  mortgagor. 
203.604  Contact  with  the  mortgagor. 
203.606  Pre-foreclosure  review. 

203.608  Reinstatement. 

203.610  Relief  for  mortgagor  in  military 
service. 

203.612  Forbearance  by  the  mortgagor. 
203.614  Conditions  of  special  forbearance. 
203.616  Recasting  of  mortgage. 

Assignments  to  HUD  for  Forbearance 

203.650  Assignments  to  HUD  for  forbear¬ 
ance — generally. 

203.652  Mortgages  ineligible  for  assignment. 
203.654  Mortgages  eligible  for  assignment  to 
HUD. 

203.656  Notice  to  mortgagor. 

203.658  Mortgagor’s  request  that  HUD  ac¬ 
cept  assignment. 

203.660  Mortgagor's  conference  with  HUD. 
203.662  Cooperation  of  mortgagees  in  as¬ 
signment  program. 

Authority:  Sections  203,  211  of  the  Na¬ 
tional  Housing  Act,  as  amended,  12  U.S.C. 
1709,  1716b;  Section  7(d)  of  the  I^partment 
of  HUD  ACT,  (42  U.S.C.  3535(d)  ). 

Subpait  C — Servicing  Responsibilities 

GENERAL  REQUIREMENTS 
§  203.500  Mortgage  servicing  generally. 

(a)  This  Subpart  identifies  servicing 
practices  which  the  Secretary  considers 
acceptable  mortgage  servicing  practices 
of  prudent  lending  institutions.  Failure 
to  comply  with  the  provisions  of  this 
Subpart  or  instructions  of  the  Secretary 
issued  pursuant  to  this  Subpart  shall  not 
be  a  basis  for  defense  to  foreclosure  or 
ground  for  denial  of  the  payment  of  in¬ 
surance  benefits  but  may  be  cause  for 
withdrawal  of  a  mortgagee’s  am>roval. 

(b)  All  approved  mortgagees  are  re¬ 
quired  to  sei^ce  insured  loans  in  accord¬ 
ance  with  acceptable  mortgage  servic¬ 
ing  practices  of  prudent  lending  institu¬ 
tions  and  in  accordance  with  this  Part. 

(c)  Mortgagees  shall  provide  com¬ 
petent  and.  aggressive  servicing  to  reduce 
the  number  of  defaults  and  required 
foreclosures. 

(d)  Mortgagees  shall  develop  effective 
means  of  educating  borrowers.  Including 
through  face-to-face  discussions,  as 
early  as  the  initial  closing. 

(e)  Mortgagees  shall  develop  and 
utilize  effective  controls  to  assure  com¬ 
pliance  with  the  fiscal  requirements  of 
tile  Secretary  for  the  payment  of  fees  and 
premiums,  reporting  sales  of  mortgages 
and  transfers  ,of  servicing,  reporting 
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mortgage  terminations  and  filing  claims 
for  insurance  ben^ts. 

§  203.502  Refiponsibilii/  for  servicing. 

(a)  A  mortgagee  may  utilise  any  in¬ 
dividual  or  firm  to  service  Its  Secretary- 
insured  mortgage  loans.  However,  the 
servicer  employed  must  fully  discharge 
the  servicing  responsibilities  of  the  mort¬ 
gagee  as  outlined  in  this  Part.  The  Mort¬ 
gagee  shall  remain  fully  resptmslble  to 
the  Secretary  for  proper  servicing  and 
the  actions  of  its  servicer  shall  be  con¬ 
sidered  to  be  the  actions  of  the  mort¬ 
gagee.  If  the  servicer  is  an  approved 
mortgagee,  it  shall  also  be  fully  respon¬ 
sible  to  the  Secretary  for  its  acts  as  a 
servicers  as  though  it  were  the  mortga¬ 
gee,  except  to  the  extent  that  it  acts  in 
accordance  with  specific  written  instruc¬ 
tions  from  the  mortgagee. 

(b)  Whenever  servicing  of  any  mort¬ 
gage  is  transferred  from  one  mortgagee 
or  servicer  to  another,  or  the  mortgage 
is  assigned  to  another,  the  mortgagee  ef¬ 
fecting  the  transfer  or  assignment  shall 
not^y  or  arrange  to  notify  the  mortgagor 
in  advance  of  the  transfer.  The  notifica¬ 
tion  shall  provide  the  mortgagor  with  the 
name,  address  and  telephone  number  of 
the  new  servicer  or  mortgagee  and  In¬ 
clude  any  special  instructions  for  the 
handling  of  pajnnents  during  the  conver¬ 
sion  period.  Notification  pursuant  to  this 
Paragraph  must  be  mailed  to  reach  the 
mortgagor  no  later  than  tra  days  prior 
to  the  due  date  of  the  first  payment  due 
the  new  servicer  or  mortgagee.  The  mort¬ 
gagee  effecting  the  transfer  or  assign¬ 
ment  ^all  also  notify  tlie  Secretary 
within  thirty  dairs  thereof  on  a  form 
i^roved  by  the  Secretary. 

§  203.506  Assamption  with  or  without 
release  of  mortgagor. 

The  mortgagee  may  effect  the  release 
of  a  mortgagor  while  retaining  the  bene¬ 
fits  of  Insurance  tmder  this  Part  if  it 
obtains  the  Secretary’s  approval  of  the 
substitute  mortgagor  (assumptor).  If 
the  mortgagee  wishes  to  have  further 
notices  of  annual  mortgage  Instuance 
premiums  refiect  the  name  of  the  sub¬ 
stitute  mortgagor  (assumptor) ,  whether 
or  not  there  Is  a  release  of  the  prior 
mortgagor,  the  mortgagee  diall  give  no¬ 
tice  to  the  Secretary  on  a  form  ap¬ 
proved  by  the  Secretary  within  thirty 
days  of  the  record  change. 

S  203.508  Providing  infwmation. 

(a)  Mortgagees  shall  provide  loan  in¬ 
formation  to  mortgagors  on  request  and 
arrange  for  individual  loan  conkiltation. 
The  mortgagee  must  establish  written 
procedures  and  controls  to  assure 
prmnpt  responses  to  Inquiries.  One  or 
more  of  the  following  means  of  making 
information  readily  available  to  mort¬ 
gagors  is  required: 

(1)  An  office  staffed  with  competent 
po^nnel  located  in  the  area  of  the 
property,  capable  of  providing  timely 
responses  to  requests  for  information. 
Complete  records  need  not  be  main¬ 
tained  in  sUch  an  office  if  the  staff  is 
able  to  secure  needed  Information  and 
pass  it  on  to  the  mortgagor. 


(2)  Toll-free  telephone  service,  in¬ 
cluding  WATS  service,  or  acceptance  of 
collect  tel^hone  calls  from  mortgagors, 
at  an  office  cimable  of  providing  needed 
information. 

All  mortgagors  must  be  informed  of  the 
s3rstem  available  for  obtaining  answers  to 
3oan  inquiries,  the  office  from  which 
needed  information  may  be  obtained  and 
reminded  of  the  system  at  least  an¬ 
nually.  The  mortgagee  need  not  accept 
collect  telephone  calls  from  a  mortgagor 
other  than  at  the  office  designated  to 
serve  the  mortgagor  nor  from  points 
more  distant  than  the  security  property. 

(b)  Mortgagees  ^all  furnish  an  ade¬ 

quate  statement  of  the  interest  paid  and 
taxes  disbursed  from  the  escrow  account 
on  a  timely  basis  each  year  to  aid  the 
mortgagor  in  filing  income  tax  returns. 
At  the  mortgagor’s  request,  the  mort¬ 
gagee  shall  furnish  a  statement  of  the 
escrow  account  sufficient  to  enable  the 
mortgagor  to  reconcile  the  accoimt. _ 

(c)  Mortgagees  must  respond  to  HUD 
requests  for  information  concerning  in¬ 
dividual  accounts  on  request. 

§  203.510  Care  of  properties. 

F^ure  of  the  mortgagee  to  inspect, 
protect  and  preserve  a  vacated  or  aban- 
dtmed  security  property  cm  which  the 
loan  is  in  default  (§  203.377)  shall  be 
considered  as  one  of  the  bases  for  with¬ 
drawal  of  mortgagee  approval  pursuant 
to  fi  203.7  regardless  of  the  date  upon 
which  the  loan  for  such  property  was 
insured  by  the  Secretary. 

PAYMENTS,  (Charges  and  Accounts 
§  203.550  Escrow  accounts. 

(a)  Mortgagees  shall  establish  escrow 
accotmts  to  assure  timely  payments  in 
accordance  with  §  203.24.  If  the  lender  is 
a  non-supervlsed  mortgagee,  escrow 
fimds  shall  be  deposited  in  a  special  ac¬ 
count  or  accounts  in  a  bank  whose  de¬ 
posits  are  insured  by  the  FDIC  or  in  a 
savings  and  loan  association  whose  de¬ 
posits  are  insured  by  the  FSUC.  As  a 
part  of  the  loan  closing  the  mortgagee 
shall  establish  an  adequate  accrual 
amount  for  each  escrow  item  which  will 
be  payable  fnxn  the  escrow  fund. 

(b)  An  escrow  fimd  shall  be  used  only 
for  the  pa3unent  of  the  expenses  tor 
which  the  fimd  was  established  and  no 
other.  It  is  the  mortgagee’s  responsibility 
to  make  escrow  disbursonents  as  bills 
become  payable.  Mortgagees  must  estab¬ 
lish  controls  to  Insme  that  bills  are  re¬ 
ceived  on  a  timely  basis.  Penalties  for 
late  payments  for  items  payable  from 
the  escrow  account  must  not  be  charged 
to  the  mortgagor  unless  it  can  be  shown 
that  the  penalty  was  the  direct  result  of 
the  mortgagmr’s  error  or  omission.  Eiarly 
payment  of  bills  to  take  advantage  of 
discounts  should  be  made  whenever  it  is 
to  the  mortgagor’s  ben^t,  if  escrow 
funds  are  available. 

(c)  Not  later  than  the  end  of  the  sec¬ 
ond  loan  year  the  mortgagee  shall  estab¬ 
lish  a  system  for  the  periodic  analysis  of 
the  escrow  account  which  analysis  shall 
be  accmnplished  at  least  once  a  year 
thereafter.  The  monthly  escrow  payment 


shall  be  adjusted,  after  analysis,  to  pro¬ 
vide  a  sufficient  accumulation  of  escrow 
funds  to  make  anticipated  disbursements 
during  the  ensuing  year.  The  mortgagor 
shall  be  given  at  least  ten  days  notice  of 
adjustment  in  monthly  payments  and  an 
adequate  explanation  of  the  reasons  for 
any  change. 

(d)  The  mortgagee’s  estimate  of  es¬ 
crow  requlrnnents  shall  be  based  on  the 
best  information  available  as  to  probable 
payments  which  will  be  required  to  be 
made  frcrni  the  accoimt  in  the  coming 
year.  If  actual  disbursements  during  the 
preceding  year  are  used  as  the  basis,  the 
resulting  estimate  may  deviate  from 
those  disbursements  by  as  much  as  ten 
percent  The  mortgagee  may  maintain 
a  ccmtinulng  surplus  of  up  to  one-sixth 
of  the  currmt  total  annual  requirement, 
but  larger  amounts  shall  not  be  held  by 
the  mortgagee  unless  expressly  requested 
by  the  mortgagor.  When  the  escrow  ac¬ 
count  is  analyzed  in  accordance  with 
paragraph  (c)  of  this  section,  any  sur¬ 
plus  or  shortage  shall  be  refimded  to  or 
collected  from  the  mortgagor  as  pro¬ 
vided  for  in  the  seciudty  instrument.  If 
a  siuplus  is  to  be  refimded,  application 
of  the  surplus  to  delinquent  pasunents 
shall  be  considered  as  a  cash  refund  to 
the  mortgagor. 

(e)  The  mortgagee  shall  not  Institute 
foreclosure  when  the  only  default  of  the 
noncorporate  mortgagor  is  his  present 
inability  to  pay  a  substantial  accrual 
escrow  shortage  in  a  lump  siun.  When  the 
contract  of  mortgage  insurance  is  termi¬ 
nated  voluntarily  as,  for  example,  in  the 
case  of  prepayment  in  full,  sums  in  the 
escrow  account  to  pay  the  mortgage  in¬ 
surance  premium  shall  be  retained  pend¬ 
ing  notice  from  the  Secretary.  Siuns  held 
in  escrow  for  taxes  and  hazard  insur¬ 
ance  shall  be  released  immediately. 

§  203.552  Fees  and  charges  after  en¬ 
dorsement. 

(а)  The  mortgagee  may  collect  reason¬ 
able  and  customary  fees  and  charges 
from  the  mortgagor  after  Insurance  en¬ 
dorsement  only  as  follows: 

(1)  Late  charges  as  set  forth  in 
S  203.25; 

(2)  Charges  for  processing  or  re¬ 
processing  a  check  returned  as  uncol¬ 
lectible;  (Where  batdc  policy  permits,  the 
mortgagee  must  process  a  check  a  second 
time  before  assessing  a  bad  check 
charge.) ; 

(3)  Pees  for  recording  a  change  of 
ownership  of  the  mortgaged  property; 

(4)  Fees  and  charges  for  aminglng  a 
substitution  of  liability  imder  the  mort¬ 
gage  in  coimectlon  with  the  sale  or  trans¬ 
fer  of  the  property; 

(5)  Charges  for  processing  a  request 
for  credit  approval  of  an  assumptor  or 
substitute  mortgagor; 

(б)  enlarges  for  substitution  of  a 
hazard  insurance  policy  at  other  than  the 
expiratiem  of  term  of  the  existing  hazard 
Insurance  policy; 

(7)  enlarges  for  modification  of  the 
mortgage  involving  a  recorded  agreement 
for  extension  of  term  or  reamortlzatlon; 
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(8)  Fees  and  charges  for  processing 
paVtial  release  of  the  mortgaged  prop¬ 
erty; 

(9)  Attorney’s  fee  and  exiienses  actu¬ 
ally  Incurred  when  a  case  has  been  re¬ 
ferred  for  foreclosure  in  accordance  with 
the  provisions  of  this  Part  after  a  firm 
decision  to  foreclose  and  foreclosure  is 
not  completed  because  of  a  reinstatement 
of  the  account;  (No  attoniey’s  fee  may  be 
charged  for  the  services  of  the  mort¬ 
gagee’s  or  servicer’s  staff  attorney  or  for 
the  services  of  a  collection  attorney.) 

(10)  The  service  charge  provided  for 

by  §  203.23(b)  and  escrow  charges  in  ac¬ 
cordance  with  S  203.23(a) ;  * 

(11)  A  trustee’s  fee  if  the  security  in¬ 
strument  in  deed-of -trust  states  provides 
for  pasrment  of  such  a  fee  when  the  deed 
of  trust  is  paid  in  full;  and 

(12)  Such  other  reasonable  and  cus¬ 
tomary  charges  as  may  be  authorized  by 
the  Secretary.  (This  shall  not  include  (i) 
charges  for  servicing  activities  of  the 
mortgagee  or  servicer;  (ii)  fees  charged 
by  independent  tax  servicer  organizations 
which  contract  to  furnish  data  and  in¬ 
formation  necessary  for  the  payment  of 
property  taxes,  (iii)  "satisfaction,” 
“termination,”  or  "reconveyance”  fees 
when  a  mortgage  is  paid  in  full,  or  (iv) 
the  fee  for  recordation  of  a  satisfaction 
of  the  mortgage  in  states  where  recorda¬ 
tion  is  the  responsibility  of  the  mort¬ 
gagee.) 

(b)  “Reasonable  and  customary”  fees 
must  be  predicated  upon  the  actual  cost 
of  the  work  performed  including  out-of- 
pocket  expenses.  Directors  of  HUD  Area 
and  Insuring  OflSces  are  authorized  to 
establish  maximum  fees  and  charges 
which  are  reasonable  and  customary  in 
their  areas.  Except  as  provided  in  this 
Part,  no  fee  or  charge  shall  be  based  on 
a  percentage  of  either  the  face  amount 
of  the  mortgage  or  the  unpaid  principal 
balance  due  on  the  mortgage. 

§  203.554  Enforcement  of  late  charges. 

A  mortgagee  shall  not  commence  fore¬ 
closure  when  the  only  default  on  the  part 
of  the  mortgagor  is  the  failiu'e  to  pay  a 
late  charge  or  charges  ($  203.25).  A  late 
charge  attributable  to  a  particular  in¬ 
stallment  payment  due  under  the  mort¬ 
gage  shall  not  be  deducted  from  that  in¬ 
stallment.  However,  if  the  mortgagee 
thereafter  notifies  the  mortgagor  of  his 
obligation  to  iiay  a  late  charge,  such  a 
charge  may  be  deducted  from  any  sub¬ 
sequent  payment  or  payments  submitted 
by  the  mortgagor  or  on  his  behalf  if  this 
is  not  inconsistent  with  the  terms  of  the 
mortgage.  Partial  payments  shall  be 
treated  as  provided  in  §  203.556. 

§  203.556  Return  of  partial  payments. 

(a)  A  partial  payment  is  a  payment  of 
any  amount  less  than  the  full  amount 
due  (including  late  charges  authorized 
to  be  deducted  in  accordance  with  §  203.- 
554)  when  the  payment  is  tendered.  If 
the  mortgagee  returns  a  partial  payment 
before  the  account  is  in  default  (§  203.- 
330) ,  the  payment  returned  shall  be  ac¬ 
companied  by  a  letter  of  explanation.  No 
payment  which  becomes  a  partial  pay¬ 


ment  solely  by  virtue  of  the  deduction  of 
a  late  charge  or  charges  therefrom  as 
provided  in  §  203.554,  shall  be  rejected 
or  returned  by  the  mortgagee.  ’The 
mortgagee  shall  not  initiate  foreclosure 
action  on  account  of  a  payment  which 
is  rendered  a  partial  payment  solely  by 
virtue  of  the  deduction  of  late  charges. 
Foreclosure  is  initiated  or  commenced 
when  the  first  action  required  for  fore¬ 
closure  under  applicable  law  is  under¬ 
taken. 

(b)  The  mortgagee  shall  accept,  iden¬ 
tify  with  the  mortgagor’s  account,  and 
either  apply  or  hold  in  a  trust  account 
for  disj^ition  any  payment  tendered  on 
a  mortgage  account  in  default  and  be¬ 
fore  foreclosure  action  is  commenced,  if 
the  payment  aggregates  50  percent  or 
more  of  the  amount  due,  aside  from 
late  charges,  unless  (1)  four  or  more 
monthly  installments  are  due  and  un¬ 
paid,  (2)  there  has  been  a  continuing 
delinquency  of  any  amount  which  has 
continued  for  at  least  six  months  since 
the  account  first  became  delinquent,  or 
(3)  a  mortgagor  submits  less  than  the 
amount  agreed  to  in  a  repayment  plan. 
’The  foregoing  requirement  does  not  ap¬ 
ply  if  the  mortgagee  knows  that  a  ten¬ 
ant  is  paying  rentals  on  the  property  and 
such  rentals  are  not  being  applied  to  the 
mortgage  payments. 

(c)  When  partial  payments  accepted 
by  the  mortgagee  for  disposition  aggre¬ 
gate  a  full  monthly  installment,  they 
shall  be  applied  to  the  mortgage  accoimt 
thus  advancing  the  date  of  the  oldest 
unpaid  installment,  but  not  the  date  on 
which  the  account  first  became  delin¬ 
quent. 

(d)  After  foreclosure  action  has  been 
commenced,  the  mortgagee  is  free  to  re¬ 
turn  any  payment  which  represents  less 
than  the  full  amount  due,  including  late 
charges^  if  the  mortgagee  has  given  ad¬ 
vance  written  notice  to  the  mortagor  of 
the  full  amount  due  and  the  mortgagee’s 
intention  to  return  a  payment  which  is 
less  than  the  full  amount  due  together 
with  any  late  charges.  Such  advance  no¬ 
tice  must  be  mailed  to  the  mortgagor  at 
least  fourteen  days  before  the  due  date 
of  the  latest  payment  included  in  the 
statement  of  the  full  amount  due.  If  the 
mortgager  thereafter  continues  to  tender 
partial  payments  which  are  returned,  the 
mortgagee  shall  maintain  records  of  the 
amounts  and  the  dates  of  both  receipt 
and  return  of  such  payments. 

§  203.558  Handling  irregular  prepay* 
menu. 

Notwithstanding  the  terms  of  the 
mortgage,  the  mortgagee  may  accept  a 
prepayment  at  any  time  and  in  any 
amoimt  so  long  as  monthly  interest  on 
the  debt  is  calculated  on  the  actual 
unpaid  principal  balance  of  the  loan 
as  of  the  first  date  of  the  month.  If 
a  mortgagee  will  not  accept  a  pre¬ 
payment  until  ~the  first  day  of  the 
month  following  expiration  of  the  thirty- 
day  notice  period  (§  203.22),  unless  inter¬ 
est  is  paid  to  that  date,  the  mortgagee’s 
response  to  the  mortgagor’s  inquiry,  re¬ 
quest  for  pay-off  figures,  or  tender  must 
clearly  advise  the  mortgagor  of  this  fact. 


If  the  mortgag(H‘’8  notice  of  intention  to 
prepay  or  prepayment  is  required  to  be 
delivered  on  a  nonworking  day,  the  no¬ 
tice  or  prepayment  shall  be  timely  if  de¬ 
livered  on  the  next  working  day. 

Mortgagu  Action  and  Forbearance 
§  203.600  Mortgage  coUectioii  action. 

Mortgagees  shall  take  prompt  action 
to  collect  amoimts  due  from  mortgagors 
to  minimize  the  number  of  accounts  in 
a  delinquent  or  default  status.  Collec¬ 
tion  techniques  must  be  adapted  to  indi¬ 
vidual  differences  in  mortgagors  and  take 
accoimt  of  the  circumstances  peculiar  to 
each  mortgagor. 

§  203.602  Delinquency  notice  to  onhI- 
gagor. 

The  mortgagee  shall  give  notice  to  each 
delinquent  mortgagor  on  a  form  approved 
by  the  Secretary  no  later  than  the  end 
of  the  second  month  of  any  delinquency 
in  payments  under  the  mortgage.  If  an 
account  is  reinstated  and  again  becixnes 
delinquent,  the  delinquoicy  notice  shall 
be  sent  to  the  mortgagor  again,  except 
that  the  mortgagee  is  not  required  to 
send  a  second  delinquency  noti^  to  the 
same  mortgagor  more  often  than  once 
each  six  months.  Hie  mortgagee  may 
issue  additional  or  more  frequent  notices 
of  delinquency  at  its  cation. 

§  203.604  Contact  with  the  mortgagor. 

(a)  The  mortgagee  shall  be  able  to 
contact  the  mortgagor  in  the  event  of  de¬ 
fault.  Contact  with  the  mortgagor  must 
be  attempted  as  early  as  possible  when 
there  is  a  delinquency. 

(b)  The  mortgagee  must  have  a  face- 
to-face  interview  with  the  mortgagor,  or 
make  a  reasonable  effort  to  arrange  such 
a  meeting,  before  three  full  monthly  m- 
stallments  due  on  the  mortgage  are  un- 
Iiaid  after  application  of  any  partial  pay¬ 
ments  which  have  been  accepted  but  not 
applied  to  the  mortgage  account.  If  de¬ 
fault  occurs  in  a  repayment  plan  ar¬ 
ranged  other  than  during  a  personal 
interview,  the  mortgagee  must  have  a 
face-to-face  meeting  with  the  mortgagor, 
or  make  a  reasonable  attempt  to  arrange 
such  a  meeting,  within  thirty  days  after 
such  default  and  at  least  thirty  days  be¬ 
fore  foreclosure  is  commenced. 

(c)  A  face-to-face  meeting  is  not  re¬ 
quired  if  (1)  the  mortgagor  does  not 
reside  within  200  miles  of  the  mortgagee, 
its  servicer,  or  a  branch  office  of  either, 

(2)  the  mortgagor  has  clearly  indicated 
he  will  not  cooperate  in  the  Interview, 

(3)  a  repayment  plan  consistent  with  the 
mortgagor’s  circumstances  is  entered 
into  with  the  mortgagor  to  bring  the 
mortgagor’s  account  current  thus  mak¬ 
ing  a  meeting  unnecessary,  and  pay¬ 
ments  thereunder  are  current,  or  (4)  a 
reasonable  effort  to  arrange  a  meeting 
is  unsuccessful. 

(d)  A  reasonable  effort  to  arrange  a 
face-to-face  meeting  with  the  mortgagor 
shall  consist  at  a  minimum  of  one  letter 
sent  to  the  mortgagor  certified  by  the 
Postal  Service  as  having  been  dispatched. 
Such  a  reasonable  effort  to  arrange  a 
face-to-face  meeting  shall  also  include 
at  least  one  trip  to  see  the  mortgagor  at 
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the  mortgaged  pr<H>erty  or  at  the  mort¬ 
gagor’s  other  idace  of  residence,  unless 
the  mortgagor’s  residence  is  more  than 
200  miles  from  the  mortgagee,  its  serv¬ 
icer,  or  a  branch  office  of  either. 

§  203.606  Pre-foreclosure  review. 

Foreclosure  of  a  mortgage  shall  only  be 
undertaken  after  the  mortgagee  or  serv¬ 
icer  has  assured  itself  that  the  case  has 
been  handled  in  accordance  with  the 
servicing  requirements  outlined  in  Sub- 
part  C.  'The  mortgagee  shall  not  com¬ 
mence  foreclosure  unless  at  least  three 
full  monthly  installments  due  on  the 
mortgage  are  unpaid  after  application 
of  any  partial  payments  which  may  have 
been  accepted  but  not  yet  applied  to 
the  mortgage  account.  No  delay  in  the 
commencement  of  foreclosure  is  required 
if  the  mortgagee  ascertains  that  the 
mortgaged  property  has  been  abandoned 
or  the  mortgagor  has  clearly  stated  that 
he  has  no  intention  of  honoring  his  mort¬ 
gage  obligation. 

§  203.608  Reinstatement. 

The  mortgagee  shall  permit  reinstate¬ 
ment  of  a  mortgage,  evm  after  the  in¬ 
stitution  of  foreclosure  proceedings,  if 
the  mortgagor  tenders  in  a  lump  sum  all 
amounts  required  to  bring  the  account 
current,  including  foreclosure  costs  and 
reasonable  attorney’s  fees  properly  as¬ 
sociated  with  the  foreclosure  action,  un¬ 
less  the  mortgagee  has  accepted  rein¬ 
statement  after  the  institution  of  fore¬ 
closure  proceedings  within  two  years  im¬ 
mediately  preceding  the  commencement 
of  the  current  foreclosure  action.  If  the 
mortgage  account  is  reinstated  as  pro¬ 
vided  in  the  preceding  sentence,  or  not¬ 
withstanding  the  institution  of  foreclos¬ 
ure  proceedings  within  two  years  im¬ 
mediately  preceding  the  commencement 
of  the  current  foreclosure  action,  the 
mortgage  insurance  shall  continue  as  if 
a  default  had  not  occurred. 

§  203.610  Relief  for  mortgagor  in  mili¬ 
tary  service. 

(a)  If  the  mortgagor  is  a  person  in  the 
military  service,  as  defined  in  the  Sol¬ 
diers’  and  Sailors’  Civil  Relief  Act  of 
1940,  as  amended  (50  U.S.C.  App.  501- 
590),  the  mortgagee  may,  by  written 
agreement  with  the-mortgagor,  postpone 
for  the  period  of  the  mortgagor’s  military 
service  and  for  three  months  thereafter 
any  part  of  the  monthly  payments  which 
represents  amortization  of  the  principal 
indebtedness.  ’The  agreement  shall  con¬ 
tain  a  provision  for  the  resumption  of 
monthly  payments  thereafter  in  amounts 
which  will  completely  amortize  the  mort¬ 
gage  indebtedness  within  its  original 
maturity.  The  agre«nent  shall  in  no  way 
affect  the  amount  of  the  annual  mort¬ 
gage  insimance  premium  which  shall 
continue  to  be  calculated  in  accordance 
with  the  original  amortization  provisions 
o'f  the  mortgage. 

(b)  If  at  any  time  during  default  the 
mortgagor  is  a  “person  in  military  serv¬ 
ice’’  as  such  term  is  defined  in  the  Sol¬ 
diers’  and  Sailors’  Civil  Relief  Act  of 
1940  (50  n.S.C.  App.  501-590),  the  period 
during  which  he  is  in  such  service  may 


be  excluded  in  coxhputing  the  one-year 
period  within  which  the  mortgagee  shall 
commence  foreclosure  or  acquire  the 
property  by  other  means  as  provided  in 
§  203.355  of  Subpart  B. 

§  203.612  Forbearance  by  the  mort¬ 
gagee. 

(a)  ’The  mortgagee  shall  not  initiate 
foreclostire  until  the  relief  measures  out¬ 
lined  In  this  Part  have  all  been  con¬ 
sidered  and  the  mortgagee  has  deter¬ 
mined  that  ncme  of  these  measures  is 
likely  to  make  it  possible  for  the  mort¬ 
gagor  to  avoid  foreclosure  of  the  security 
property. 

(b)  No  delay  in  the  foreclosure  or  ac¬ 
quisition  of  the  security  property  is  re¬ 
quired  if  the  property  has  been  aban¬ 
doned  or  if  the  mortgagor  states  that 
he  has  no  intention  of  honoring  his 
mortgage  obligation. 

§  203.614  Conditions  of  special  forbear¬ 
ance. 

(a)  The  Secretary  may  approve  spe¬ 
cial  forbearance  relief  by  the  mortgagee 
with  respect  to  any  loan  insured  under 
this  Part  if  the  Secretary  finds  that  de¬ 
fault  was  due  to  circumstances  beyond 
the  mortgagor’s  control.  Approval  is  con¬ 
ditioned  on  the  execution  by  the  mort¬ 
gagor  and  mortgagee  of  a  special  for¬ 
bearance  agreement  providing  for: 

(1)  ’The  reduction,  or  suspension  of 
regular  mortgage  payments  for  a  ^leci- 
fled  forbearance  period; 

(2)  ’The  resumption  of  regular  mort¬ 
gage  payments  after  the  expiration  of 
the  forbearance  period;  and 

(3)  The  payment  of  the  total  unpaid 
amount  accruing  prior  to  and  during  the 
forbearance  period  on  or  before  the 
maturity  date  of  the  mortgage  or  on  or 
before  a  date  subsequent  to  the  maturity 
date  which  is  approved  by  the  Secre¬ 
tary. 

(b)  The  mortgagee  may  grant  ^>ecial 
forbearance  relief  without  the  approval 
of  the  Secretary  subject  to  the  follow¬ 
ing  conditions: 

(1)  ’Hie  mortgagor  shall  establish  to 
the  satisfaction  of  the  mortgagee,  whose 
finding  shall  be  conclusive,  that: 

(1)  The  mortgagor  does  not  own  other 
property  subject  to  a  mortgage  insured 
by  the  Secretary ;  and 

(ii)  ’The  default  was  caused  by  cir¬ 
cumstances  beyond  the  control  of  the 
mortgagor. 

(2)  The  written  forbearance  agree¬ 
ment  shall: 

(i)  Be  limited  to  a  period  of  18 
months; 

(ii)  Provide  for  the  resumption  of  reg¬ 
ular  mortgage  payments  after  the  expi¬ 
ration  of  the  forb^rance  period;  and 

(iii)  Provide  for  repayment  of  the 
total  unpaid  amount  accruing  prior  to 
and  during  the  forbearance  period  on  or 
before  a  date  extending  beyond  the  orig¬ 
inal  maturity  for  a  peri^  no  greater 
than  the  period  of  forbearance. 

§  203.616  Recasting  of  mortgage. 

(a)  In  addition  to  the  special  forbear¬ 
ance  relief  afforded  in  $  203.614,  if  the 
Secretary  makes  the  finding  required  in 


paragraph  (a)  of  that  section,  the  Secre¬ 
tary  may  approve  a  modification  of  the 
terms  of  the  mortgage  for  the  purpose  of 
changing  the  amortization  provisions  by 
recasting  the  total  unpaid  amount  due 
over  the  remaining  term  of  the  mortgage 
or  over  such  longer  period  of  time  as  the 
Secretary  may  approve.  The  modification 
agreement  may  be  effective  when  exe¬ 
cuted  or  upon  the  termination  of  a  for¬ 
bearance  period. 

(b)  The  Secretary’s  approval  for  a  re¬ 
casting  of  a  mortgage  for  the  piu-pose  ot 
changing  the  amortization  provisions 
shall  not  be  required  where  the  mort¬ 
gagee  make  the  findings  prescribed  in 
S  203.614(b)  (1).  In  such  instances,  the 
recasting  shall  be  limited  tx>  the  remain¬ 
ing  term  of  the  mortgage  or  a  term  ex¬ 
tending  not  more  than  10  years  beyond 
the  original  maturity  date.  'Ihe  Secretary 
shall  be  given  notice  of  such  modifica¬ 
tion  within  30  days  of  the  execution  of 
the  modification  agreement. 

(c)  When  a  mortgage  is  modified,  the 
principal  amoimt  of  the  mortgage,  as 
modified: 

(1)  Shall  not  include  any  amounts 
assessed  against  the  mortgagor  as  a  late 
charge;  and 

(2)  Shall  be  considered  to  be  the  “orig¬ 
inal  principal  of  the  mortgage’’  as  that 
term  is  us^  in  S  203.401. 

Assignment  to  HUD  for  Forbearance 

§  203.650  Assignment  to  HUD  for  for¬ 
bearance — generally. 

’The  Secretary  will  accept  assignments 
of  mortgages  insured  under  this  Part 
which  are  in  default  in  order  to  avoid 
foreclosure  when  the  conditions  set  forth 
in  SS  203.650  through  203.662  are  met. 

§  203.652  Mortgages  ineligible  for  as¬ 
signment. 

In  any  case  in  which  the  mortgagor 
has  voluntarily  abandoned  the  mort¬ 
gaged  property,  or  states  that  he  has  no 
intenticm  of  honoring  his  mortgage  ob¬ 
ligation,  the  mortgage  shall  be  ineligible 
for  assignment  under  §S  203.650  through 
203.662  and  the  mortgagee  may  OTOceed 
with  foreclosure.  '' 

§  203.654  Mortgages  eligible  for  assign¬ 
ment  to  HUD. 

The  mortgagee  shall  request  that  the 
Secretary  accept  assignment  of  a  mort¬ 
gage  not  otherwise  ineligible  for  assign¬ 
ment  pursuant  to  S  203.652  and  the  Sec¬ 
retary  will  accept  such  assignment,  if 
the  following  criteria  are  fully  met: 

(a)  The  mortgagee  must  have  in¬ 
formed  the  mortgagor  that  it  intends  to 
foreclose  the  mortgage; 

(b)  At  least  three  monthly  install¬ 
ments  on  the  mortgage  must  be  due  and 
impaid; 

(c)  ’The  pror>erty  must  be  the  mort¬ 
gagor’s  principal  place  of  residence  and 
mortgagor  must  not  own  other  property 
subject  to  a  mortgage  insured  or  held  by 
the  Secretary,  unless  this  latter  criterion 
is  waived  by  the  Secretary. 

(d)  The  mortgagor’s  default  must 
have  been  caused  by  circumstances  or  a 
set  of  circumstances  beyond  the  mort¬ 
gagor’s  control  and  which  temporarily 
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renders  the  mortgagor  and  his  family 
imable  to  cure  the  delinquency  within  a 
reasonable  time  or  make  full  mortgage 
payments:  and 

(e)  There  must  be  a  reasonable  pros¬ 
pect  that  the  mortgagor  will  be  able  to 
resume  full  mortgage  payments  after  a 
temporary  period  of  reduced  or  sus¬ 
pended  payments  not  exceeding  36 
months,  and  will  be  able  to  pay  the 
mortgage  in  full  by  its  maturity  date,  ex¬ 
tended,  if  necessary,  by  up  to  ten  years 
if  on  the  date  of  assignment  ten  or  more 
years  have  elapsed  since  the  due  date  of 
the  first  payment  imder  the  mortgage. 

§  203.656  Notice  to  mortgagor. 

A  mortgagee  shall  notify  the  mortgagor 
when  (a)  it  is  considering  whether  or 
not  to  ask  that  the  Secretary  accept  an 
assignment  of  the  mortgage  pursuant  to 
U  203.650  through  203.662,  (b)  it  asks 
that  the  Secretary  accept  such  an  assign¬ 
ment,  and  (c)  it  has  decided  not  to  ask 
that  the  Secretary  accept  an  assignment. 
Notice  shall  be  given  on  forms  approved 
by  the  Secretary  or  by  notices  consistent 
with  such  forms. 

§  203.658  Mortgagor's  request  that  HUD 
accept  assignment. 

If  the  mortgagee  determines  that  it 
will  not  ask  the  Secretary  to  accept  an 
assignment  of  the  mortgage  pursuant  to 
§§  203.650  through  203.662,  the  mortga¬ 
gor  may  apply  directly  to  the  Secretary 
requesting  that  the  Secretary  accept  such 
an  assignment.  The  mortgagor’s  request 
must  be  received  by  the  Secretary  within 
fifteen  calendar  days  of  the  date  of  the 
mortgagee’s  notice  to  the  mortgagor  that 
he  may  ask  the  Secretary  directly  to  ac¬ 
cept  assignment  of  the  mortgage.  If  the 
mortgagor’s  last  day  for  contacting  the 
Secretary  falls  on  a  Sat\irday,  Sunday  or 
legal  holiday  he  may  make  that  contact 
on  the  next  following  regular  work  day. 

§  203.660  Mortgagor's  conference  with 
HUD. 

(a)  ’The  mortgagor  seeking  the  assign¬ 
ment  of  his  mortgage  to  the  Secretary 
pursuant  to  §§  203.650  through  203.662 
should  be  entitled  to  a  conference  with  a 
representative  of  the  Secretary  before 
the  mortgage  is  foreclosed  unless  (1)  the 
mortgage  is  ineligible  for  assignment 
pursuant  to  §  203.652,  (2)  the  Secretary 
agrees  to  accept  assignment  without 
such  a  conference,  or  (3)  the  mortgagor 
responds  to  a  notice  of  preliminary  nega¬ 


tive  decision  of  the  Secretary  by  indi¬ 
cating  that  he  prefers  to  present  his 
arguments  by  telephone  or  in  writing. 

(b)  When  the  mortgagor  eligible  for  a 
conference  imder  paragraph  (a)  of  this 
section  indicates  his  desire  for  a  confer¬ 
ence  prior  to  foreclosure  to  discuss  the 
assignment  of  his  mortgage  to  the  Sec¬ 
retary,  the  Secretaary  will  schedule  such 
a  conference  at  an  early  date  at  the  Area 
or  Insuring  OfBce,  if  within  200  miles  of 
the  mortgagor’s  residence,  or.  if  he  re¬ 
sides  more  than  200  miles  from  the  Of¬ 
fice,  the  conference  will  be  held  at  a  mu¬ 
tually  convenient  site. 

(c)  The  mortgagor  shall  be  entitled  to 
examine  the  material  on  which  the  Sec¬ 
retary’s  preliminary  negative  decision  is 
based. 

(d)  ’The  mortgagor(s)  may  be  present 
for  the  hearing  and  may  be  represented 
by  one  attorney  or  other  representative. 
The  Secretary’s  representative  conduct¬ 
ing  the  conference  may  prohibit  the 
presentation  of  cumulative,  repetitious 
or  immaterial  arguments  or  materials. 
When  the  Secretary’s  representative 
conducting  the  conference  announces 
wiUmgness  to  accept  an  assignment,  the 
conference  may  be  termmated  immedi¬ 
ately  without  the  presentation  of  further 
arguments  or  evidence.  ’The  conference 
shall  be  informal  and  shall  not  be  sub¬ 
ject  to  rules  of  evidence  or  procedure 
except  as  herem  provided. 

(e)  The  mortgagor  shall  be  advised  by 
telephone  or  letter  of  the  Secretary’s  de¬ 
termination  to  accept  assignment  of  his 
mortgage.  If  it  is  determined  that  an  as¬ 
signment  will  not  be  accepted,  the  mort¬ 
gagor  shaU  be  notified  in  writing  of  the 
Secretary’s  decision  with  a  statement  of 
(1)  the  Secretary’s  findings  as  to  the 
mortgagor’s  default,  financial  status  and 
situation,  and  (2)  the  criteria  required 
for  assignment  as  set  forth  m  §  203.654 
which  were  not  met  by  the  mortgagor. 
Field  Office  Directors  shall  act  for  the 
Secretary  in  all  matters  relating  to  such 
assignment  determinations.  ’The  decision 
of  a  Field  Office  Director  shall  be  final 
and  not  subject  to  further  administra¬ 
tive  review  on  the  petition  of  the  mort¬ 
gagor. 

§  203.662  Cooperation  of  mortgagees  in 
assignment  program. 

(a)  Mortgagees  shall  cooperate  in  the 
implementation  of  the  assignment  pro¬ 
gram  outlined  in  §§  203.650  through 
203.662  by  reviewing  each  case  in  which 


it  is  decided  to  foreclose  to  determine 
whether  or  not  the  mortgage  involved 
is  eligible  for  assignment  to  the  Secre¬ 
tary  and  requesting  that  the  Secretary 
accept  assigiiments  of  eligible  mortgages 
when  the  criteria  outlined  in  S  203.654 
are  met. 

(b)  No  sooner  than  five  days  after  the 
date  when  three  full  monthly  install¬ 
ments  are  due  and  unpaid  under  a  mort¬ 
gage,  but  in  any  event  prior  to  the 
commencement  of  foreclosure  or  the 
acquisition  of  the  mortgage  property,  the 
mortgagee  shall  obtain  data  from  the 
mortgagor,  on  a  form  approved  by  the 
Secretary  or  the  substance  of  the  infor¬ 
mation  contained  on  such  a  form,  rele¬ 
vant  to  the  determination  of  whether  the 
Secretary  should  be  asked  to  accept  an 
assignment. 

(c)  When  the  mortgagee  determines 
that  it  will  not  ask  the  Secretary  to  ac¬ 
cept  an  assignment  of  a  mortgage,  it 
shall  notify  the  mortgagor  on  a  form  ap¬ 
proved  by  the  Secretary,  or  in  substance 
as  provided  in  such  a  form,  which  com¬ 
munication  shall  advise  the  mortgagor 
of  the  criteria  set  forth  in  !  203.654 
which  were  not  met  in  his  case.  ’The 
mortgagee  shall  also  advise  the  mort¬ 
gagor  that  he  may  petition  the  Secretary 
to  accept  an  assignment  of  the  mort¬ 
gage,  if  such  an  application  is  filed  with¬ 
in  fifteen  days  of  the  mortgagee’s  com¬ 
munication  as  more  fully  set  forth  in 
§  203.660. 

(d)  The  mortgagee  shall  cooperate  by 
delaying  foreclosure  action  on  the  Sec¬ 
retary’s  request  until  the  Secretary’s 
consideration  of  whether  to  accept  an 
assignment  is  complete,  if  the  mor^agor 
files  a  timely  request  pursuant  to  para¬ 
graph  (c)  of  this  section,  and  shall 
promptly  provide  the  Secretary  with  in¬ 
formation  from  its  file  which  will  en¬ 
able  the  Secretary  to  reach  a  determina¬ 
tion  with  respect  to  acceptin''  an  assign¬ 
ment  of  the  mortgage. 

(d)  If  the  Secretary  elects  to  accept 
an  assignment  of  a  mortgage  pursuant 
to  !§  203.650  through  203.662,  the  mort¬ 
gagee  shall  terminate  any  foreclosure 
action  that  may  have  been  initiated  and 
assign  the  mortgage  to  the  Secretary. 

Issued  at  Washingrton,  D.C.,  August 
23.  1976. 

James  L.  Young, 

Assistant  Secretary  for  Housing, 
Federal  Housing  Commissioner. 
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